CORPORATE GOVERNANCE REPORT
A ER R

The Board of Directors of the Company (the “Board”) is committed
to maintaining good corporate governance standard and procedures
which emphasize a quality management, and transparency and

accountability to all shareholders.

CORPORATE GOVERNANCE PRACTICES

The Company has applied the principles and complied with the
code provisions of the Code on Corporate Governance Practices
(the “Code”) contained in Appendix 14 to the Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong Limited
(the “Listing Rules”) during the year 2005 except that:

(a) with respect to the Code Provisions A.4.1 and A.4.2 of the
Code, the non-executive Directors (whether independent or
not) of the Company are not appointed for a specific term and
the Articles of Association of the Company do not prescribe to
have the Directors of the Company retired by rotation at least
once every three years, nevertheless, one-third (or the nearest
number to but not exceeding one-third) of all the Directors of
the Company for the time being shall retire by rotation at the
Company’s annual general meetings and shall be eligible for re-
election in accordance with the Articles of Association of the

Company;

(b) the Company has not set up a remuneration committee pursuant
to the Code Provision B.1.1 of the Code as there is only one
Director of the Company entitling to remuneration and the
Board is responsible for reviewing and evaluating the

remuneration package of the said Director; and

(c) the former Chairman of the Board was not available to attend
the Annual General Meeting of the Company for 2005 as
required by the Code Provision E.1.2 of the Code, however,
representatives of the Board including executive and
independent non-executive Directors of the Company were
present to answer questions on the business of the Company

and its subsidiaries (altogether the “Group”) at the meeting.
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THE BOARD

The Board is currently composed of nine members, including five
executive Directors (one of whom being the Chairman), one non-
executive Director and three independent non-executive Directors,
whose biographical details and relevant relationships among them
together with their respective roles in the Board and its committees
are set out in the Profile of the Directors and Officers on pages 22
to 24.

The independent non-executive Directors represent one-third of the
Board and one of them has the professional accounting qualification
as required by the Listing Rules. The Company has received from
each of its independent non-executive Directors a written
confirmation of his/her independence pursuant to Rule 3.13 of the
Listing Rules and considers all of the independent non-executive

Directors to be independent.

The Board meets regularly throughout the year. The Company
Secretary assists the Chairman in setting the meeting agenda for
regular Board meetings and all Directors are consulted to include
any matters in the agenda. Besides, notice of at least 14 days is
given for a regular Board meeting and agenda together with
accompanying board papers are given to all Directors in a timely

manner before the date of meeting.
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The Board held four regular meetings in 2005 and the attendance WHERBE _FFHERT TR EN G
of individual members at those meetings is detailed as follows: EZEe®ET > MAREHEEFHEEWT

Regular Board Meetings
attended / held

el BT

Directors W W E SRR

Executive Directors AT #EF

Mr Liu Xiaolong (Chairman) BINRESEE () 1/1
(appointed on 5th December, 2005) (R EERFE+ A HBEZRT)

Madam Hsu Feng o oML+ 4/4

Mr Lu Yihao I 16 fit 5B R 4/4

Mr Tong Albert G i 4/4

Madam Xu Mei #oBxt 4/4
(appointed on 15th February, 2005) (N —FEFEAHFE_H +HHERIT)

Mr Ji Jie Ping By e N/A A H
(resigned on 1st February, 2005) (RZZZAF_H—HBEHT)

Mr Chen Jianbo (Former Chairman) Wk @ Se A (BT 3 ) 2/3
(resigned on 5th December, 2005) (R —FEEA¥+ - HH HEHAT)

Mr Tung Ming-Hsun # W R S A 4/4
(resigned on 23rd January, 2000) (it —FZENFE—H 1+ =HEATD)

Non-Executive Director F B A7 #

Mr Sung Tze-Chun RIUE A4 N/A A 7 H
(appointed on 23rd January, 2006) (A —FEZRNF—H T =ZHEZT)

Independent Non-Executive Directors B3k FEH AT #

Mr Liang Jung-chi AR 414

Ms Hou Chun i S =17 4/4

Mr Zhang Hong Bin L/ e 4/4
(appointed on Ist April, 2005) (i —FEFZAFENH— HEERT)

Mr Sun Yong % BEEAE N/A A %

(resigned on 1st April, 2005)
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The Board has always acted in the best interest of the Group and
the shareholders. The principal functions of the Board are to
formulate strategy, to consider and approve the Group’s major
corporate matters, and to monitor and control significant operational
and financial matters of the Group. The Board, led by the Chairman,
has reserved for its decision or consideration matters covering
corporate strategy, annual and interim results, changes of members
of the Board and its committees, major acquisitions, disposals and
capital transactions, and other significant operational and financial
matters. All Board committees have clear written terms of reference
and have to report regularly to the Board on their decisions and
recommendations. The management is responsible for implementing

the strategies and plans adopted by the Board and its committees.

The Board has agreed on a procedure to enable the Directors to
seek independent professional advice in appropriate circumstances,

at the Company’s expense, to assist them to discharge their duties.

All Directors are kept informed on a timely basis of major changes
that may affect the Group’s business, including relevant rules and

regulations.

The Company has arranged for appropriate liability insurance since
January 2006 to indemnify its Directors for their liabilities arising
out of corporate activities. The insurance coverage is reviewed on an

annual basis.
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Executive Committee

The Board has established an Executive Committee, of which the
Chairman of the Board, Mr Liu Xiaolong, is not a member, and
adopted terms of reference for the Chairman and the Executive
Committee in writing since August 2005. There is a segregation of
duties between the Chairman’s responsibility for leadership and
management of the Board and the responsibility of the Executive
Committee to deal with the day-to-day management of the

Company’s business.

The Executive Committee is composed of four executive Directors
of the Company, namely Madam Hsu Feng, Mr Lu Yihao, Mr Tong
Albert and Madam Xu Mei. Madam Hsu Feng was appointed as the

chairman of the Executive Committee.

Two Executive Committee’s meetings were held during 2005 and

the attendance of its members is as follows:

Committee members
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Executive Committee’s Meetings
attended / held

el BT

Wi ZRHEaR

Madam Hsu Feng oMLt
(Chairman of Executive Committee) (B 17 Z B & E£F)

Mr Lu Yihao W 16tk SE R

Mr Tong Albert % TR A

Madam Xu Mei i g

Audit Committee

An Audit Committee was established in April 1999 by the Board
with written terms of reference which have been modified to align
with the Code Provision C.3.3 of the Code. The Audit Committee
is now composed of the three independent non-executive Directors
of the Company, namely Mr Liang Jung-chi, Ms Hou Chun and
Mr Zhang Hong Bin. Mr Zhang Hong Bin who possesses an
appropriate professional accounting qualification was appointed as

the chairman of the Audit Committee.
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Under the terms of reference of the Audit Committee, the Committee
is required to review the accounting policies and practices adopted
by the Group, to monitor integrity of the financial statements of
the Company, to evaluate the overall effectiveness of the internal
control and risk management frameworks of the Group and to oversee

the relationship with the Company’s auditors.

During the year 2005, the Audit Committee has met three times to
discharge its duties by reviewing the interim and annual financial
statements as well as the audit matters of the Group, and the internal
control and risk management systems of the Group and the

attendance of its members is as follows:

Committee members
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Audit Committee’s Meetings
attended / held

el BT
HEREHE AR

Mr Zhang Hong Bin (Chairman of Audit Committee) — T IERCE (FBZH & TF) 3/3
(appointed on Ist April, 2005) (R_ZZAFMH—HEZRT)

Mr Liang Jung-chi Iy 2 % e 3/3

Ms Hou Chun Vi S 3/3

Mr Sun Yong (Former Chairman of Audit Committee)
(ceased on 1st April, 2005)

Appointments and Re-election of Directors

The Company has not set up a nomination committee pursuant to
recommended best practices of the Code and the Board is responsible
for reviewing its own structure, size and composition (including the
skills, knowledge and experience) and assessing the independence of
the independent non-executive Directors. The Board should consider
any appointment of its own members and nomination for re-election
by the sharcholders on the general meeting following their

appointments.

Every newly appointed Director will be given a comprehensive
orientation package, including the latest information of the Group,
induction into their responsibilities and duties and other related

regulatory requirements.
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Three Board meetings were held during 2005 regarding the

appointments of Directors. Details of the attendance of the Board

members are as follows:

T o
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Board Meetings

regarding appointments of

directors attended / held

L%} & 5
ARBRLESRN
Directors W W R R
Executive Directors AT HEF
Mr Liu Xiaolong (Chairman) BI/NGESCE () N/A A3 A
(appointed on 5th December, 2005) (R —EENE+ A HBEZRT)
Madam Hsu Feng o ML+ 3/3
Mr Lu Yihao I 16 fi S5 2L 3/3
Mr Tong Albert RGP 3/3
Madam Xu Mei i 2/2
(appointed on 15th February, 2005) (RAZFEAFEH T+ HHERAT)
Mr Ji Jie Ping By e N/A A H
(resigned on 1st February, 2005) (O —FEFHFE_H— HEHL)
Mr Chen Jianbo (Former Chairman) Wk &1 I S A (BT 3 ) 212
(resigned on 5th December, 2005) (A —FFZHF+ HHHEAT)
Mr Tung Ming-Hsun R e A 3/3
(resigned on 23rd January, 2006) (A —FFENF—H 1+ =HEIL)
Non-Executive Director EE iy &
Mr Sung Tze-Chun KVE A4 N/A A A
(appointed on 23rd January, 2006) (A _FEFEARNF—H T =HERL)
Independent Non-Executive Directors ok I B AT
Mr Liang Jung-chi AL A 3/3
Ms Hou Chun i I 3/3
Mr Zhang Hong Bin BRI 1/1
(appointed on 1st April, 2005) (A —FFZHFNH— HERT)
Mr Sun Yong % Ek4&E 0/1

(resigned on 1st April, 2005)
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Remuneration of Directors

As disclosed above, no remuneration committee was set out and a
meeting of the Board was held in 2005 which was attended by a
majority of the then Directors, namely Mr Chen Jianbo, Madam
Hsu Feng, Mr Lu Yihao, Mr Tung Ming-Hsun, Mr Tong Albert, Mr
Liang Jung-chi and Ms Hou Chun for discussing the service contract
and remuneration package of the sole Director of the Company

entitling to remuneration.

Remuneration paid to the Director of the Company is determined
by reference to market terms, and her duties and responsibilities. In
addition, the Company has adopted a share option scheme pursuant
to which options are allowed for granting to, inter alia, the Directors
of the Company to subscribe for shares in the capital of the

Company.

Model Code for Securities Transactions by Directors

The Company has adopted its own code of practice for securities
transactions by the Directors (the “Code of Practice”) on terms no
less exacting than the standard of the Model Code for Securities
Transactions by Directors of Listed Issuers as set out in Appendix
10 to the Listing Rules (the “Model Code”). Having made specific
enquiry of all Directors, each of whom has confirmed compliance
with the required standard set out in the Model Code and the Code

of Practice throughout the year.

ACCOUNTABILITY AND AUDIT

Internal Control

The Board is responsible for ensuring that a proper and effective
system of internal control is maintained within the Group in order
to safeguard the shareholders’ investment and the Group’s assets.
The Company has adopted its own codes on internal control for
itself and its subsidiaries in 2005. The Board has authorized the
Audit Committee to review the effectiveness of the Group’s internal
control system regularly and the Audit Committee held a meeting
in 2005 to review the effectiveness of such system for the year
ended 31st December, 2005 in accordance with the Group’s codes
on internal control. The aforesaid review covered all material controls

of the Group, including financial, operational and compliance
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controls and risk management functions. The Board, through the
review of the Audit Committee, is satisfied that the Group has in
principle complied with the provisions on internal control and
considers the Group’s internal control system has implemented
effectively. The codes on internal control are reviewed and modified

regularly pursuant to operational requirements of the Group.

Directors’ and Auditors’ Responsibilities for the Accounts

The Directors are responsible for the preparation of financial
statements for each financial period which give a true and fair view
of the state of affairs of the Group as at the period end and of the
results and cash flows of the Group for that period. In preparing the
financial statements for the year ended 31st December, 2005, the
Directors have selected appropriate accounting policies and applied
them consistently; have made judgements and estimates that were
prudent and reasonable; and have prepared the financial statements
on a going concern basis. The Directors are responsible for keeping
proper accounting records which disclose with reasonable accuracy

at any time the financial position of the Group.

The responsibilities of the Auditors to the shareholders are to form
an independent opinion, based on the audit, on those financial
statements and their opinion on the financial statements of the
Group for the year ended 31st December, 2005 is set out in the
Report of the Auditors on pages 39 and 40.

Auditor’s Remuneration

During the year, the fees paid to the Auditors for audit and non-audit
services amounted to HK$805,000 and HK$35,000 respectively.
The non-audit services provided by the Auditors during the year

were taxation services.
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